There is a worldwide contemporary debate about the role of the hidden economy in achieving the goal of sustained and inclusive economic growth and development, especially in the context of its spillover effects on the formal economy. For this purpose, policy makers and academicians have made concerted efforts to estimate the size of the hidden economy and to analyze its causes, issues and implications on key macroeconomic variables. However, there is a consensus among the policy makers that a better macroeconomic policy formulation and its true implementation are subject to the proper management of the associated issues of the hidden economy with suitable policy measures. In Pakistan, it is generally assumed that the hidden economy contributes about 30% to 50% to the overall GDP. The purpose of this paper is to estimate more precisely the size of the hidden economy with the determination of its potential causes and implications. Five statistical and structural modeling approaches namely; simple monetary approach, modified monetary approach using dynamic ordinary least square (DOLS), multiple-indicators multiple-causes (MIMIC) approach, electricity consumption approach and labor market survey based approach are used to estimate the size of the hidden economy and to analyze the characteristic nature of its growth over the period. The study also investigates the potential determinants of the hidden economy and various interrelated socio-economic issues in perspective of achieving national goal of inclusive growth and development. Finally, policy implications are provided consistent with pervading facts of the hidden economy in Pakistan especially in the context of the 18 th Amendment and the 7 th NFC Award.
INTRODUCTION
The informal economy is initially considered as the subsidiary sector in terms of its contribution to the overall economy. However, it received the focus of attention with the publication of Peter Guttmann's estimates for sizing the informal economy (i.e. US $ 200 billion in 1976) for the US economy especially in the context of achieving the goal of inclusive growth and development. The informal economy is recognized with different names in different countries/regions throughout the world. For example, the Swedish and Russian term it as "Hidden Economy", the English call it "Fiddle", the Japanese recognize it as "Hidden Incomes", the French identify it as "Travail au noir", the Italian consider it as "The Lavorno
Nero", while in Pakistan it has been analyzed as an "Hidden Economy" or "Informal Economy".
The informal economy includes all those economic activities which are not reported or not included in the National Income Accounts. These include both legal and illegal economic activities. The illegal economic activities as part of the informal economy include; smuggling, theft, prostitution, narcotic/forbidden commodity trade, gambling etc. National Income Accounts (NIA) as per design also exclude many activities such as moonlighting, unregistered employment, unregistered income earned through FOREX, under reporting of retail sales, illegal employment (child labor), suspect inventory evaluations, transfer of money through hundi, hidden rentals and barter business. All these economic activities by their nature act as an attempt to evade huge amount of taxes, thereby causing burden on the public treasury.
The persistent failure to manage economic system as reflected by a low tax-GDP ratio, an incredible increase in energy requirements, persistent upward inflationary movements especially in food At international level, there is much contemporary debate about the role of the informal sector in an economy and its potential in lessening poverty. The size and significance of the informal sector in
Asia, contributing about 41% in the GDP, makes it a vital point of analysis for understanding the brunt of the downturn in the emerging economies of the region. Thus, it is the need of the hour to find out whether or not the informal sector cushions against the self-perpetuating evil of poverty, and helps the stricken economy to escape from the steamrolling noose of recession in Pakistan.
These facts motivate us to undertake the current study and analyze the informal economy from different aspects in Pakistan. Ideally, the correct measurement of the informal economy requires the aggregation of all legal/illegal hidden economic activities. Since, it requires an effective check and balance which is quite unworkable especially in the underdeveloped and the developing economies. The only way left which is rather crude in its nature, is the indirect approach to estimate the size of the informal economy with the available data on macro economic variables. Our contribution in this paper is to estimate the size of informal economy through five indirect approaches namely; Monetary Approach,
Modified Monetary Approach through Dynamic OLS (DOLS), Electricity Consumption Approach,
Structural Multi-Indicators Multi-Causes (MIMIC) Approach and Labor Market Approach. This blend of various approaches has been adopted for the first time in case of Pakistan. 2 The other objectives of this study include; the determination of causes, issues/implications of the informal economy in Pakistan and provide useful policy implications in order to ascertain the desired policy goals of inclusive growth and development especially in the context of the 18 th amendment and the 7 th National Finance Commission (NFC) Award.
The rest of the paper is organized as follows: Section 2 outlines the review of relevant literature.
Section 3 discusses the data and empirical methodology in detail. Section 4 analyzes the results and discussions. Section 5 contains the causes and implications of the informal economy which emerge from the analysis. Finally, Section 6 comprises of the conclusion (also containing some public policy guidelines) of the paper whereas results are reported in the appendix part of the paper.
REVIEW OF RELEVANT LITERATURE
The informal economy by its structure works through the proliferation of labor-intensive undertakings and backward and forward linkages with the formal economy; see for instance, Williams and TumusiimeMutebile (1978) . Consequently, it acts as a cushion against poverty and income inequality, especially during external shocks: see for example, Frey (1997) . Across the emerging market economies, the informal sector continues to expand in both absolute and relative terms. Its growth has been largely due to the weak capacity of the formal private sector to generate adequate employment and incomes due to high growth rates of labor force and rural-urban migration in the developing areas as noted by Sethuraman (1997) .
Over the decades, the informal economy started to attract the attention of economists and policy makers as a result of which many approaches have been adopted to estimate the actual size of the informal economy, but each is tied with its own limitations. Out of all, first one is the labor market approach, the roots of which originate from the labor market by considering the number of workers actively participating in the informal economy and their total number of hours worked. However, Pyle (1989) argues that it is not possible to accurately measure the number of hours worked and the average productivity. Moreover, this approach is useful for countries having small informal economy. Feige (1979) strived to guesstimate the size of the US economy from the standpoint of payments and transactions. Based on famous Fischer's equation of exchange MV=PT, he assumed the aggregate money supply to be a good quality indicator of the total size of the informal economy. The transaction 2 In authors' opinion, there is a need to conduct this study to produce more accurate and reliable estimat es of the size of the informal economy over the period of analysis with the help of different approaches at once. A study by Ahmed (2009) 
DATA AND METHODOLOGICAL SETUP
This section briefly outlines the empirical setup by illustrating data and various structural and statistical approaches to estimate the informal economy for Pakistan.
Data
To estimate the informal economy using various approaches, data over the annual frequencies from 1973-2010 is used on various economic, political, institutional and demographical variables. Details on the construction and the sources of the data set are provided in Table 1of the appendix.
Methodologies
In order to estimate the informal economy, we used various structural and statistical approaches. The list of approaches start from simple monetary approach as of Tanzi (1980) , modified monetary approach using Dynamic Ordinary Least Square (DOLS) technique of cointegration, structural estimation approach using multi-indicators multi-causes (MIMIC), electricity consumption approach (EC) and labor market approach using statistical accounting. The next subsections consist of descriptions on each methodology in detail.
Simple Monetary Approach
This section provides a simple monetary approach consistent to the seminal attempts of Tanzi (1980) For each year, the final predicted value of ratio of currency in circulation and resident foreign currency accounts to money supply is computed by subtracting the regressed values of ratio of currency in circulation and resident foreign currency accounts to money supply without including the tax variable (CFM2) wt from the regressed values of ratio of currency in circulation and resident foreign currency accounts to money supply including the tax variable (CFM2) t in the regression equations. After subtraction, the final predicted value of ratio of currency in circulation and resident foreign currency accounts to money supply is equal to the coefficient of total tax to GDP ratio times the actual value of total tax to GDP ratio for each year as shown below; Tax evasion for each year is calculated by multiplying the underground economy with total tax to GDP ratio.  TE as % of GDP = ( TE / GDP) *100
According to Tanzi (1980) , the final estimates from the monetary approach computing the size of the underground economy for any country should not be considered as precise estimates, because they are sensitive to assumptions rather, it would be highly expedient to consider them as broad indicators of a fluctuating trend over the period of analysis.
Modified Monetary Approach using Dynamic OLS
The most recent study in the case of Pakistan by Arby et al. 
The usual long-run restriction is tested by Wald-Coefficient restriction tests as specified by Stock and Watson (1993) . Once the cointegration hypothesis is accepted, it is assumed that there exists a longrun relationship between the specified set of variables. The long-run model can be re-written from the above DOLS specifications as:
It is important to note that there is no need of normalization as DOLS provide direct estimates.
Given these estimates, one can easily compute informal economy as percentage of formal economy (GDP):
Where, IF is GDP of informal economy; F is the GDP of formal economy and m t is the ratio of near money to broad money, respectively.
Structural Approach Using Multi-Indicators and Multi-Causes (MIMIC)
This section formally layouts a modern structural approach named Multi-Indicators and Multi-Causes 
The reduced form of the structural equations can be written as: For identification of MIMIC model, some conditions are available but none of them are necessary and/or sufficient conditions as shown by Bollen (1989) . The necessary (but not sufficient) condition socalled the t-rule, enunciates that the number of non-redundant elements in the covariance matrix of the observed variables must be greater or equal to the number of unknown parameters in the model-implied covariance matrix, see for example, Bollen (1989) . On the other hand, a sufficient (but not necessary) condition of identification is that the number of indicators is two or greater and the number of causes is one or more, provided that is assigned a scale to IE (MIMIC rule). For assigning a scale to the latent variable, it is needed to fix one λ parameter to an exogenous value. Although several econometric improvements are introduced in the last years, the most important criticism to the MIMIC method is the strong dependence of the outcomes by the (exogenous) choice of the coefficient of scale (λ).
Given an estimate of the vector and setting the error term to its mean value of zero, enable us to "predict" ordinal value for IE which is the relative size of the informal economy at each sample point.
Then, if we have a specific value for IE at some sample point, obtained from some other source, we can convert the within-sample predictions for IE into a cardinal series. We use an average value from other estimations realized using the model specifications to calibrate the time-series of the informal economy.
Arby et al., (2010) study was the first attempt to "calibrate" such MIMIC model informal economy results formally in the context of Pakistani data.
Electricity Consumption Approach
The electricity consumption approach looks at physical indicators, particularly electricity usage, to estimate the size of the informal economy. For the first time, Kaufmann and Kaliberda (1996) used this approach at the National Accounts level to estimate the informal economies of post-socialist countries.
According to the authors, electricity consumption is the best proxy of overall economic activity both in terms of formal and informal economies. Various empirical studies find that elasticity of electricity consumption to official GDP is approximately closed to one, see for instance, Dobozi and Pohl (1995) and Johnson, Kaufmann and Shleifer (1997) . From the National Income Accounts, the amount of electricity needed to produce the official GDP is subtracted from total electrical output. If there is some excess then it is considered as informal economy. For our study we take the ratio of growth of total electricity consumption and official GDP (data taken from the Economic Survey of Pakistan), with deviations from expected levels subsequently used as proxies of informal economic activity.
Labor Market Approach
The labor market approach as discussed in economic literature is used not only to estimate the size of the informal economy but it also renders an insight of the causes and implications of informal economy in terms of employment generation and increasing or decreasing inequality in income levels in both high growth period and slow growth period. This approach also helps to understand the trend of migration of people from formal to informal sector and vice versa which gives a key policy implication for sustainability as well as productivity of employment generation in the sector, see for instance, Gennari For the purpose of analysis, the overall economy is disaggregated into two main sectors namely; agriculture sector and non-agriculture sector. Minimalism of the non-agriculture sector into formal and informal sectors has lead to a step ahead, where these two sectors are further divided into their respective sub-sectors on the basis of reviewed literature.  The growth of employment in the formal sector (e f1 ) is greater than the growth of employment in the informal sector (e i1 ) during a fast growth period.
Mathematically; e f1 > e i1  The growth of employment in the formal sector (e f2 ) is less than the growth of employment in the informal sector (e i2 ) during a slow growth period.
Mathematically; e f2 < e i2  The growth of real income per worker in the formal sector (Y f1 ) is greater than the growth of real income per worker in the informal sector (Y i1 ) during a fast growth period. 
FOR UNPAID FAMILY WORKERS:
Data for total employed civilian labor force (10-14 year bracket) and female employed civilian labour labor force (10-14 year bracket) is taken from various issues of the Labor-Force Survey. Next, total employed labor force (millions) is multiplied with the above mentioned employed civilian labor force (total and female) which is then subtracted from tota l employed labor force to get the rest of the labor force employed in all age limits. Moving ahead, data for unpaid family workers for both sexes and female is obtained from various issues of Labor-Force Survey which is divided by 100 to remove the percentage.
Estimates for the unpaid family workers in the informal sector are acquired by multiplying the remaining employed labor force employed in all age limits with the data on unpaid family workers for both sexes and female (after dividing by 100) for each year. However, the number of unpaid family workers in the formal sector is calculated by subtracting the estimated number of unpaid family workers in the informal sector from the total unpaid family workers for both sexes and female. Next, the estimated number of unpaid family workers in each respective year in the informal sector is added to the number of workers lying in the age bracket of 10-14 years.
Total per-capita income is further calculated by dividing the total GDP with total labor force employed for each year. In order to get the per-capita income of unpaid family workers in the informal sector, total per-capita income is multiplied with the sum of estimated number of unpaid family workers in each respective year in the informal sector and number of workers lying in the age bracket of 10-14 years. Lastly, the informal sector as %age of overall GDP is estimated by dividing the per-capita income of the informal economy with total GDP and multiplying this fraction with 100 as given in Table 2D .
FOR SELF-EMPLOYED LABOR FORCE:
Similar estimations as above are done through the labor market approach by incorporating the selfemployed labor force into the pool of informal economy.
Another estimate through Labour Market Approach is done with the addition of self employed labour force into the pool of informal economy.
RESULTS AND DISCUSSION
The main focus of this section is to provide comprehensive interpretations about the size of the informal economy obtained from various methodologies. Furthermore, it also our objective to highlight the significant factors which cause the informal economy in case of Pakistan.
In our first attempt we estimated the size of the informal economy of Pakistan using basic monetary approach. The monetary regression is estimated using ordinary least squares procedure by utilizing data from 1982-2010. The results are reported in Table 3 The results of modified monetary approach using DOLS model are reported in Table 4 Table 7 of appendix. The annual estimates show that the informal economy has increased initially and then there is a consistent declining trend over time, but the pace of this decline is quite slow. On an average, in the few years the informal economy (as % of GDP) remained at 20%-22%.
In our third attempt, we have estimated the size of the informal economy using MIMIC model. Table 5 and in subsequent Figure   A3 of appendix. It is interesting to note that while incorporating corruption and size of government indicators in one specification as given in model-C, the estimated ratio of informal economy to formal remains at 50%-60%, which is quite high. However, other specifications which consider economic of freedom and other economic stability variables also show quite reasonable estimates. We apply simple average procedure by taking mean of all three specifications to overcome biasness. The average estimates are then reported in Table 7 . These results also show that tax burden, unemployment rate, economics of freedom, corruption, government size, openness and inflation are significant determinants and play a dominant role in expansion/contraction of the informal economy in Pakistan.
In our fourth attempt, we have estimated the size of the informal economy using the physical indicator approach, namely; the electricity consumption approach. The results of this approach are reported in Table 7 of the appendix. The results of the informal economy (as % of GDP) remained at 40%-50%. These estimates may not be reliable as they over-estimate the informal economy. As Arby et al., (2010) noted, this approach do not incorporate self-generation of electricity by economic agents which boomed in mid 90s due to crisis in official sector of power generation and distribution in Pakistan.
In our final attempt, we have used labor market approach to estimate the size of informal economy from 2000-10. The results of this approach are reported in Table 7 Over the period of analysis, on average, the fluctuation in employment share in non-agriculture of Over the period of analysis, the average yearly income in wholesale and retail trade was estimated to be the highest among all sub sectors due to an unprecedented increase in investment leading to an increase in average yearly income from 2005/6-2006/7 while, average yearly income in transport and communication was the lowest. This is due to the fact that in the informal sector, the average yearly income of base year in transport and communication was much lower than the yearly average incomes of other sub-sectors.
(See , Table 11B ).
Over the range of analysis where the growth rate of the real GDP is above 5%, the growth rate of employed labour force in the formal sector remains constant while that of the informal sector sharply decreases. It can be concluded that the growth of real GDP in Pakistan is consumption led growth and not an employment led growth. Moreover, it also justifies the point that inequality increases with high rates of growth of real GDP in Pakistan. There exists a negative relationship between growth rates of real GDP and growth rates of average yearly income in the informal sector. (See , Fig ures A5, A6 ). On the basis of actual estimated values, the hypothesis is true that growth of real GDP results in relatively higher increase in growth rate of average yearly income in the formal sector and vice versa. Moreover, an increase in the growth rate of real GDP results in a relatively larger decline in the growth rate of average yearly income of the informal sector. Simultaneously, on the basis of trend line, there is an inverse relationship between growth rate of real GDP and growth rate of average yearly income in formal and informal sectors (particularly, over the range where GDP is above 5%), See Tables 9 and 10 .
CAUSES AND IMPLICATIONS OF INFORMAL ECONOMY
The focus of this section is to provide an insight of the causes and implications of the hidden economy and likely consequences on the macroeconomic variables.
Causes of Informal Economy
On the basis of our analysis and reviewed literature, the main causes/factors of informal economy include; cultural constraints, high ratio of per-capita income and highest currency denomination note, low literacy rate, high cost of doing business, devaluation of currency, transfer of money through hundi, low growth rate of public sector development expenditures in the right direction and current structure of financial system both in terms of growth and service delivery. Factors which may add to the potential expansion of the informal economy in future include; recent destruction of water bomb (See , Table 18 ), imposition of new GST/VAT system, decreasing rate of general purchasing power, increasing rate of cross border smuggling, price hike of e lectricity and petroleum goods and weak law enforcement and increasing corruption.
High denomination currency notes are considered as one of the major causes of the existence and expansion of the informal economy in Pakistan. On average, the per-capita per month money holding is less than Pak Rs. 4000/-which is the maximum purchasing power at any day in a month. However, it is significantly less than the high denomination currency note i.e. Rs. 5000/-. This simple fact explains that
Rs. 5000/-is not used for general transactions in the formal sector. It leads to the fact that the demand for Rs. 5000/-note may be attributed to its use for non-productive bustles as well as illegal activities such as hoarding, theft, currency scam (as occurred in past few years), illegal transfer of money and contributes significantly to the size of the informal economy. Second indicator explaining the same fact is that the ratio of per-capita income and highest denomination currency note of Pakistan is extremely low relative to that of developed and developing countries (See , Tables 2A, 2B, 2C) .
Corruption, inflation and tax evasion are not only causing an expansion in the size of the informal economy (See, Tables 3, 4, 5) but also hampering the growth rate of informal economy, thereby adding more to economic uncertainty, income inequality and poverty.
According to our estimates, the informal economy constitutes about 30% to 35% of the total economy over the period of analysis. As per the design of the New Tax system and the current economic structure of the country, VAT can only be imposed on the formal sector of the economy. It can lead to a diversion in the resources as well as generation of wealth from formal sector to informal sector, thereby causing the expansion of the informal sector at the expense of the formal sector. Therefore, it will give an impetus to the growth of tax evasion thus leaving the growth of taxes constant even during the fast growth periods in future as happened in the previous years (See , Table 16 ). In the wake of the recent destruction by water bomb if copped with the current status quo, then it will again lead to the expansion of the informal economy which further adds more to the conventional characteristic of the national economy.
The social and cultural constraints (including rural life and conventional mentality as major issues) pose a great difficulty to convert the informal economy into formal economy where illiteracy adds more to it.
Issues/Implications of the Informal Economy
The most important implications that emerged from our empirical analyses are enlisted below.
Role of Informal Economy on Poverty Alleviation and Socio-Economic Stability
The role of the informal economy is ambiguous in terms of alleviating poverty. It generates low salary jobs which have an uncertain impact on the severity of poverty subject to inflation. During high inflationary period, it is unable to stop the brutality of poverty. As shown in the above analysis, it contributes towards the income inequality in real terms through two ways; first, by keeping incomes low, second; by stimulating inflation. It is also evident from the above analysis that there are stability issues in the employment and income generation as large fluctuations have been found in the informal sector which
gives an uncertain aspect to the economic conditions and discourages the investment. The social implications of the existence and growth of the informal economy especially during stagflation is swear as the employed labor force start shifting from legal to illegal activities so that they can meet their constant consumption. The unemployed labor force provide ready recruit in the ranks of terrorists and dacoits' etc. It is evident from the fact that the increasing rate of terrorist attacks, theft of national income and resources, surmounting corruption and increasing rate of smuggling are primarily originating from the areas where informal economy dominates the formal economy. 
Cheema et al., (2008) explains that

Province/Capital
Acts as a Constraint against an Effective Public Policy Implementation
Significant size of the informal economy will restrict the effectiveness of VAT in order to increase the tax to GDP ratio. The basic constraint on the successful implementation of VAT lies in the fact that all the financial transactions will be made through banks. However, the significant size of the informal economy and biased growth of the financial sector (growth of financial sector has been less than the requirement in rural area) under lock almost 50% of the effectiveness of VAT before hand, as one of the basic characteristics of informal economy is that the transactions are made in cash and through barter system in it. It also limits the success of the tight monetary policy during inflation as high interest rates do not attract the poor/low salary people to save more because of their high marginal propensity to consume as determined by Kuznets.
As explained above, the estimation of the informal economy also explains the fact that historically, the informal economy caused low tax to GDP ratio by three ways; first; informal economy contributes nothing to the Tax toll and all the tax collections are made from the formal sector, second; it also provides the cushion to evade taxes in the formal sector which amounts to about 3% of the total GDP as explained above, third; it hampers the growth of formal sector as the share of informal economy to the overall economy did not decrease significantly over the period of analysis as shown in the Table 7 of the appendix.
Implications of the Informal Economy in Context of Globalization and Free Markets
In the context of globalization and free markets, the informal economy is greatly responsible for less value addition in the goods sold in the international market as well as equally responsible for restraining the potential of the country to produce high value added products by restraining the shift of technology even in formal sector through its backward and forward linkages with it. Consequently, the technological shift in manufacturing sector (i.e. formal sector) is relatively lower than that of Pakistan as shown below.
It works in three ways; first; as it results in low savings and low capital formation, second; low resource constraint in formal sector, third; puts capacity constraint on labor force and restrain the labor force productivity through underemployment, disguised employment, providing low salary and early age employment (child labor).
Technological Shift in manufacturing sector may not be reaped as such policies provide stimulus to the existence and growth of informal economy but these may have adverse impacts on the overall economy through increasing income inequality and poverty among provinces which is ever dangerous for an overall national character of the federation.
CONCLUSION
The use of different approaches in this study provides more accurate and reliable estimates of the size of the informal economy. These estimates are consistent with other locally and internationally published studies on the same topic. These estimates will prove to be helpful for the policy makers to have a clear glimpse of the macroeconomic structure of the economy from a better position. These estimates also provide the basis for adjustment of the underestimated key macro economic variables which have direct implications at micro level. The difference among the estimates through different approaches enables us to analyze the behavioral as well as structural growth of the informal economy by capturing the impact of its legal and illegal parts, both separately and jointly.
On the basis of labor market approach and electricity consumption approach, the impact of cottage industry and small-scale manufacturing industries (generally not registered) on the growth of informal economy is highlighted. The labor market approach also helps conclude that the role of the informal economy is ambiguous in terms of alleviating poverty. During high inflationary period, it is unable to stop the severity of poverty. It also contributes towards income inequality in real terms through two ways; first; by keeping incomes low, second; stimulating inflation. High instability in the employment and income generation in the informal economy is found on the basis of our analysis.
Through MIMIC approach, corruption and size of the government turn out to be highly significant in explaining the size of the informal economy (as % of GDP). Since the values are quite high for each year than average estimates obtained using other variables. This difference leaves room for
further research to capture and analyze the full impact of corruption along with the size of the government on the growth of the informal economy.
On the basis of our analyses and reviewed literature, the main causes/factors of the informal economy include; cultural constraints, high ratio of per-capita income to the highest currency denomination note, low literacy rate, high cost of doing business, devaluation of currency, transfer of money through hundi, low growth rate of public sector development expenditures and their judicious use in the right direction and current structure of financial system both in terms of growth and service delivery. Factors which may add to the potential expansion of the informal economy in future include; recent destruction of water bomb, imposition of new GST/VAT system, decreasing rate of general purchasing power, increasing rate of cross border smuggling, price hike of electricity and petroleum goods, weak law enforcement and increasing corruption.
In our analysis above, certain implications of the informal economy in terms of achieving the goal of stable inclusive growth and development are identified and discussed. Informal economy plays an ambiguous role in poverty alleviation and income inequality. It restricts the effective public policy implementation through its operations. It is also responsible for keeping the country on one of the last positions in the competition under the age of globalization and free markets.
Under the current system, the informal economy will pose a big constraint on the true implementation of the 7 th NFC Award and the 18 th Amendment in terms of reaping full benefits through their well defined objectives. To eliminate this constraint, there is a pressing need of reviewing the criteria of evaluating the public sector development programs both at federal and provincial levels. The criteria must ascertain that the future development programs especially in the flood hit areas will create an opportunity for regular nature of business, where the ownership belongs to the residents and that the business further generates permanent types of jobs and competitive levels of income.
To achieve the objective of tax to GDP ratio up to 15%-20%, the implementation policy of new GST/VAT must incorporate the informal sector through its identification and its operations to collect the taxes to the potential level. In order to eliminate the capital constraints from cottage industry and SMEs, thus bringing them under the umbrella of formal sector, there is a need to revamp the criteria of financial system to extend the loans on the basis of shake-hand rather than on collateral basis. It will certainly lead to significant expansion in the tax net. There is an incessant need to review the education policy and its implementation which should guarantee providing professional as well as technical/vocational education to the needy people, so that they can work in the formal sector and contribute towards the tax toll after getting handsome wages. In order to contrive some of the illegal part of the informal economy, the high denomination currency notes may be reduced from a 5000 rupee note to its initial level of a1000 rupee note.
To achieve our national goal of inclusive growth and socio-economic development, the public policy may be devised with the sole objectives of increasing Tax to GDP ratio through expanding the tax base and plugging the tax leakages. The policy may also ensure a team of competent and honest people which may use those government funds in the most efficient and prudent manner to achieve the maximum social and economic welfare. These ultimate targets can be achieved through three intermediary targets:
first, formalizing the informal economy while retaining all its positive impacts and during this, searching for competent and honest people from the grass root levels; second, stopping the generation of informal income from within the formal sector; third, to stop the informal/improper implementation of rules and regulations within the formal sector. These three intermediary targets are explained further.
On the basis of the results and their analyses, it is evident that the informal sector is much faster in generating employment than that of formal sector. However, this employment is generally temporary or The first step in devising such a public policy as explained above may be to conduct applied research to understand the characteristic nature of growth phenomenon of the informal economy and informal generation of wealth within the formal sector at disaggregated levels including socio-geographical locations and different administrative levels (i.e. federal, provincial, district levels etc) respectively.
The above discussion brings us to the conclusion that the public policy may be devised in a manner to focus on the economy at district level with the sole objectives of increasing maximum tax from that district and searching for a team of competent and honest people through achieving intermediary targets, thereby bringing each district to maximum self sufficiency level and put a positive competition among all districts of Pakistan in terms of socio-economic growth and welfare, which is the true essence of fiscal federalism and empowering the provinces in the perspective of two historic breakthroughs ( i.e.
18th Amendment and 7th NFC Award) in the history of Pakistan. 
